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HFRQRPLF DQG VRFLDO GHYHORSPHQW ,VVXHV VXFK DV GHFOLQLQJ RU LVRODWHG SRSXODWLRQV
LQDGHTXDWHWHFKQRORJLFDODQGFRPPHUFLDOLQIUDVWUXFWXUHDQGUHVWULFWHGVRFLDOQHWZRUNV
DUH RQO\ VRPH RI WKH GLIILFXOW FKDOOHQJHV ZKLFK PXVW EH RYHUFRPH E\ VXFFHVVIXO
GHYHORSPHQW SURJUDPPHV WKHVH FKDOOHQJHV RIWHQ UHTXLUH WKDW XQLTXH DQG LQQRYDWLYH
GHYHORSPHQWHIIRUWVWDNHSODFH*RYHUQPHQWDQGWKLUGSDUW\GHYHORSPHQWRUJDQLVDWLRQV
HQFRXUDJH UXUDO GHYHORSPHQW WKURXJK FRPPXQLW\ RXWUHDFK DQG H[WHQVLRQ HGXFDWLRQ
DQG WUDLQLQJ VRFLDO DQG HFRQRPLF UHVHDUFK DQG YDULRXV JUDQWV DQG VXEVLGLVHG
FRPPXQLW\ORDQV:KLOHPDQ\GHYHORSPHQWHIIRUWVDUHVWUXFWXUHGLQVLPLODUZD\VWKHUH
DUH YDU\LQJ GHJUHHV RI VXFFHVV ZLWK VRPH RXWULJKW IDLOXUHV 7KH VXFFHVV RI D
GHYHORSPHQW SURJUDPPH GLIIHUV HYHQZLWKLQ VLPLODU JHRJUDSKLHVZKLFK DGGV IXUWKHU
FRPSOLFDWLRQWRWKHGHYHORSPHQWSURFHVV7RWU\WRHQKDQFHXQGHUVWDQGLQJRIZK\WKLV
PLJKW EHZHSURSRVH D IRFXV RQ WKH UROH RI ³LQVWLWXWLRQV´ ,QVWLWXWLRQV DUH FHQWUDO WR
PDQ\ UXUDO GHYHORSPHQW HIIRUWV DV WKH\ RIIHU D SODFH RI UHIHUHQFH IRU FRPPXQLW\
PHPEHUVGHYHORSPHQWUHVHDUFKHUVDQGSUDFWLWLRQHUVWRGHYHORSDVHQVHRIQRUPVDQG
XQGHUVWDQGLQJ IURP ZKLFK WR ZRUN 2YHU WKH SDVW WKUHH GHFDGHV 1HZ ,QVWLWXWLRQDO
(FRQRPLFV 1,( KDV JDLQHG SURPLQHQFH LQ UXUDO GHYHORSPHQW OLWHUDWXUH WKURXJK LWV




ORFDO LQVWLWXWLRQV GRHV QRW KDSSHQ VSRQWDQHRXVO\ DV XQGHUVWRRG E\ 1,( WKHRULVWV
UDWKHU LQVWLWXWLRQVPDQLIHVW WKURXJK WKHQDWXUDOEHKDYLRXURIZKDW0D[:HEHUFDOOHG
WKHFKDULVPDWLFOHDGHU0RUHRYHULWLVPDLQWDLQHGWKDWWKHH[WHPSRUDQHRXVQDWXUHRIWKH
IRUPDWLRQRILQVWLWXWLRQVFDQEHH[SODLQHG E\WKHVSRQWDQHRXVYLUWXHVRIWKHFKDULVPDWLF








5XUDO FRPPXQLWLHV IDFH D QXPEHU RI FRPSHOOLQJ DQG VSHFLILF FKDOOHQJHV LQ
UHODWLRQWRHFRQRPLFDQGVRFLDOGHYHORSPHQW ,VVXHVVXFKDVGHFOLQLQJRULVRODWHG




SDUW\ GHYHORSPHQW RUJDQLVDWLRQV HQFRXUDJH UXUDO GHYHORSPHQW WKURXJK
FRPPXQLW\RXWUHDFKDQGH[WHQVLRQHGXFDWLRQDQGWUDLQLQJVRFLDODQGHFRQRPLF
UHVHDUFK DQG YDULRXV JUDQWV DQG VXEVLGLVHG FRPPXQLW\ ORDQV :KLOH PDQ\
GHYHORSPHQWHIIRUWVDUH VWUXFWXUHG LQ VLPLODUZD\V WKHUHDUHYDU\LQJGHJUHHVRI
VXFFHVVZLWK VRPHRXWULJKW IDLOXUHV 7KH VXFFHVV RI D GHYHORSPHQW SURJUDPPH
GLIIHUV HYHQZLWKLQ VLPLODU JHRJUDSKLHVZKLFK DGGV IXUWKHU FRPSOLFDWLRQ WR WKH
GHYHORSPHQWSURFHVV7RWU\WRHQKDQFHXQGHUVWDQGLQJRIZK\WKLVPLJKWEHZH
SURSRVHDIRFXVRQWKHUROHRI³LQVWLWXWLRQV´,QVWLWXWLRQVDUHFHQWUDOWRPDQ\UXUDO
GHYHORSPHQWHIIRUWVDV WKH\RIIHUDSODFHRI UHIHUHQFH IRU FRPPXQLW\PHPEHUV
GHYHORSPHQW UHVHDUFKHUV DQG SUDFWLWLRQHUV WR GHYHORS D VHQVH RI QRUPV DQG
XQGHUVWDQGLQJIURPZKLFKWRZRUN 2YHUWKHSDVWWKUHHGHFDGHV1HZ,QVWLWXWLRQDO
(FRQRPLFV 1,(KDVJDLQHGSURPLQHQFHLQUXUDOGHYHORSPHQWOLWHUDWXUHWKURXJK
LWV DWWHPSW WR XQGHUVWDQG KRZ LQVWLWXWLRQV DOORZ IRU DQ HIILFLHQW FDWDO\VW RI
HFRQRPLFJURZWK LQ UXUDODUHDV :KLOHPXFKDGYDQFHPHQW LQ UXUDOGHYHORSPHQW
KDYHEHHQPDGHYLVjYLV1,(WKHRU\ WKHUHLV OLWWOHUHVHDUFKRQZKLFKSURFHVVHV
OHDGWRWKHFUHDWLRQRIVXFFHVVIXOLQGLJHQRXVLQVWLWXWLRQVLQUXUDODUHDV 7KLVSDSHU
DUJXHV WKDW WKH FUHDWLRQ RI ORFDO LQVWLWXWLRQV GRHV QRW KDSSHQ VSRQWDQHRXVO\ DV
XQGHUVWRRG E\ 1,( WKHRULVWV UDWKHU LQVWLWXWLRQV PDQLIHVW WKURXJK WKH QDWXUDO
EHKDYLRXU RI ZKDW 0D[ :HEHU FDOOHG WKH FKDULVPDWLF OHDGHU 0RUHRYHU LW LV
PDLQWDLQHGWKDWWKHH[WHPSRUDQHRXVQDWXUHRIWKHIRUPDWLRQRILQVWLWXWLRQVFDQEH
H[SODLQHG E\ WKH VSRQWDQHRXV YLUWXHV RI WKH FKDULVPDWLF OHDGHU 5HPRYLQJ WKLV
VSHFLILF XQFHUWDLQW\ IURP1,( WKHRU\ DQG SODFLQJ LWZLWKLQ WKH GRPDLQ RI ORFDO
OHDGHUVKLS LQ D UXUDO FRPPXQLW\ FRQWH[W UHFRQFLOHV NH\ VRFLDO DQG HFRQRPLF
WKHRU\ ± ZKLFK XOWLPDWHO\ DOORZV IRU WKH H[SORUDWLRQ DQG DGYDQFHPHQW RI D
XQLILHGWKHRU\RIGHYHORSPHQW
,QWURGXFWLRQ
5XUDO GHYHORSPHQW SURMHFWV KDYH LQ PDQ\ FDVHV EHHQ VXFFHVVIXO ILQGLQJV IURP
HYDOXDWLYH UHSRUWV RI:RUOG %DQN SURMHFWV EHWZHHQ  DQG  IRXQG WKDW DERXW
 RI SURMHFWV ZHUH VXEMHFWLYHO\ UDWHG DV VXFFHVVIXO E\ SURJUDPPH PDQDJHUV
&KDXYHW &ROOLHU 0DUJTXHULWH 	 'XSRQFKHO  :KLOH HQFRXUDJLQJ WKHVH
ILQGLQJV VXJJHVWV WKDW DERXW RI:RUOG%DQN SURMHFWV IDLO LQ DFFRPSOLVKLQJ WKHLU
GHYHORSPHQW JRDOV DW OHDVW ZKHQ GHWHUPLQHG VXEMHFWLYHO\ )XUWKHUPRUH HYLGHQFH
VXJJHVW WKDW PDQ\ RI WKH PRVW XQGHUGHYHORSHG FRXQWULHV LQ WKH ZRUOG DUH PRYLQJ
WRZDUGVD PRUHKHDOWK\DQGVXVWDLQDEOHHFRQRPLFFOLPDWHDWD VLJQLILFDQWO\VORZSDFH






5XUDO GHYHORSPHQW WKRXJK RIWHQWLPHV DPELJXRXVO\ GHILQHG LV DVVRFLDWHG ZLWK ERWK
VRFLDO DQG HFRQRPLF GHYHORSPHQW  ,W OLHV ZLWKLQ ERWK VRFLDO DQG HFRQRPLF
GHYHORSPHQW WKRXJK LW GRHV QRW IDOO XQLTXHO\ LQWR RQH SDUDGLJP  $OWKRXJK UXUDO
GHYHORSPHQW SURMHFWV PD\ LQFOXGH HFRQRPLF EHQFKPDUNV RU KDYH HFRQRPLF
XQGHUSLQQLQJV WKH\ DUH QRW XVXDOO\ MXGJHG E\ WKHLU HFRQRPLF PHULWV DORQH WKDW LV
VRFLDO LPSDFWPDWWHUV 5D\DUWLFXODWHGWKHVHLGLRV\QFUDVLHVSDUWLFXODUO\ZHOO LQ
VD\LQJ
,W LVSHUKDSVXQLYHUVDOO\DFFHSWHGWKDWGHYHORSPHQW LVQRW MXVW
DERXW LQFRPH DOWKRXJK LQFRPH HFRQRPLF ZHDOWK PRUH




UHGXFWLRQ RI LQIDQW PRUWDOLW\ LW LV LQFUHDVHG DFFHVV WR
NQRZOHGJHDQGVFKRROLQJDQGOLWHUDF\LQSDUWLFXODUS
:KLOH VRFLDO VFLHQWLVWV KDYH PDGH VXEVWDQWLDO SURJUHVV LQ LGHQWLI\LQJ DQG WHVWLQJ
WKHRULHVRIUXUDOGHYHORSPHQWVRPHHIIRUWVVHHPWREHOHIW WRXQFHUWDLQW\ 5RQGLQHOOL
 1HZGHYHORSPHQW VFKHPHVPD\ZRUN LQ RQHFRPPXQLW\ RU UHJLRQ DQG IDLO LQ
DQRWKHUDOPRVWLGHQWLFDOFRPPXQLW\LQDGHPRJUDSKLFHFRQRPLFDQGVRFLRKLVWRULFDO




&RPPXQLW\ SDUWLFLSDWLRQ RU WKH ODFN WKHUHRI ± RU DV LV DUJXHG LQ WKLV SDSHU WKH
HVSRXVHPHQW RI GHYHORSPHQW HIIRUWV E\ WKH ³ZURQJ W\SH RI OHDGHUVKLS´ ± KDV EHHQ
LGHQWLILHGDVDPDMRUFRPSRQHQWRIZK\PDQ\GHYHORSPHQWSURMHFWVIDLO %RWHVDQGYDQ
5HQVEXUJLGHQWLI\WKLVDVDµSODJXH¶RIGHYHORSPHQWIDLOXUHWKH\VWDWH
6LQFH PDQ\ FRPPXQLW\ RUJDQL]DWLRQV DUH QRW GHPRFUDWLFDOO\
HOHFWHG WKH LQYROYHPHQW RI ORFDO OHDGHUV RIWHQ UHSUHVHQW WKH
YRLFH RI D JURXS RI VHOIDSSRLQWHG SHRSOH DQG PD\ QRW
DFFXUDWHO\ UHIOHFW WKH YLHZV DQG SHUVSHFWLYHV RI WKH EURDGHU
FRPPXQLW\ 7KLV HDVLO\ UXQV WKH ULVN RI WKH SURMHFW EHLQJ FR
RSWHG E\ FHUWDLQ JURXSV RU LQWHUHVWV OHDYLQJ GHYHORSPHQW
ZRUNHUVZLWKDIHHOLQJWKDWWKHEHQHILFLDULHVFRQVXOWHGZHUHWKH
ZURQJRQHV S
7KLV SDSHU PDLQWDLQV WKDW UXUDO GHYHORSPHQW HIIRUWV SUHGLFDWHG XSRQ WKH DGRSWLRQ RI
WUDQVSODQWHG LQVWLWXWLRQV RU WKH FUHDWLRQ RI QHZ LQGLJHQRXV LQVWLWXWLRQV DLPHG DW
HFRQRPLF DQG VRFLDO GHYHORSPHQW ZLOO EH PRUH VXFFHVVIXO LI WKRVH FRPPXQLW\
PHPEHUVLQYROYHGLQWKHGHYHORSPHQWSURFHVVDUHVHHQDVOHJLWLPDWHOHDGHUV ZLWKLQWKH





1,( 7DNHQ WRJHWKHU WKHVH WZR WKHRUHWLFDO SDUDGLJPV DOORZ IRU D VLQJOH WKHRU\ RI
GHYHORSPHQW FHQWUHG ERWK RQ QRQUDWLRQDO VRFLDO LQWHUDFWLRQ DQG UDWLRQDO PDUNHW
SDUWLFLSDWLRQ ZKHUHE\ WKH QRQUDWLRQDO TXDOLW\ RI FKDULVPDWLF OHDGHUVKLS LQVSLUHV
GHYRWLRQIURPIROORZHUVWKLVGHYRWLRQHYROYHVLQWRQRUPDOL]HGEHKDYLRXUZKLFKFDQEH
YLHZHGDVQRQUDWLRQDO LQ D OLEHUDO HFRQRPLF VHQVH QRQUDWLRQDO QRUPV WKHQELIXUFDWH
LQWR UDWLRQDOL]HG LQVWLWXWLRQV WKH FUHDWLRQ RI LQVWLWXWLRQV PD\ EH VHHQ DV D UDWLRQDO
VROXWLRQWRWUDQVDFWLRQFRVWV WKDWE\FKDQFHDORQHPD\RUPD\QRWEH VXFFHVVIXO 7KH




1,( FDQ EH PHUJHG LQWR D QHZ WKHRU\ RI GHYHORSPHQW DQ DGHTXDWH UHYLHZ RI WKH
UHOHYDQWOLWHUDWXUHRQERWK:HEHU¶VWKHRU\RIFKDULVPDDQG1,(PXVWILUVWEHRXWOLQHGLQ
VXFKDZD\DVWRJXLGHWKHUHDGHU¶VXQGHUVWDQGLQJRIKRZWKHWZRWKHRULHVDUHLQKHUHQWO\




DQG OHDGHUVKLS LV SUHVHQWHG )ROORZLQJ WKLV D QHZ WKHRU\ RI UXUDO GHYHORSPHQW LV
SUHVHQWHGZKLFKPHUJHVFKDULVPDWLFOHDGHUVKLSDQG1,(/DVWO\FKDULVPDWLFOHDGHUVKLS




GHILQHV LQVWLWXWLRQV DV ³WKH UXOHV RI WKH JDPH LQ D VRFLHW\ RUPRUH IRUPDOO\ DUH WKH
KXPDQO\GHYLVHGFRQVWUDLQWVWKDWVKDSHKXPDQLQWHUDFWLRQ >WKH\@UHGXFHXQFHUWDLQW\
E\SURYLGLQJDVWUXFWXUH WRHYHU\GD\ OLIH´ S:LWKLQWKLV FRQWH[W1,(DWWHPSWV WR
EULQJ WKHPDFURHFRQRPLFWKHRULHVRIUDWLRQDOFKRLFHRUHTXLOLEULXPFHQWUHGHFRQRPLFV
WRWHUPVZLWKWKHZD\LQZKLFKKXPDQVQRUPDOL]HVRFLRDQGHFRQRPLFEHKDYLRXUV 1,(
DWWHPSWV WR XQFRYHU WKH GHWHUPLQDQWV RI HFRQRPLF JURZWK DQG GHYHORSPHQW IURP LWV
LQIDQWLOHQHVV RU VWDJQDWLRQ WR KLJKO\ RUGHUHG DQG HIILFLHQW QDWLRQDO RU LQWHUQDWLRQDO
LQVWLWXWLRQV
7KHUROHRILQVWLWXWLRQV LQHFRQRPLFGHYHORSPHQWKDVHYROYHGLQWR D SULQFLSOH WKHRU\RI
GHYHORSPHQW LQ VRFLDO VFLHQFH WKHRU\ RYHU WKH SDVW GHFDGHV 5LFKWHU  $KUHQV
 7KLVFDQEHLOOXVWUDWHGE\WKHIDFWWKDWHLJKW1REOH/DXUHDWHV KDYHFRQWULEXWHGWR
WKH GHYHORSPHQW RI D WKHRU\ RI QHZ LQVWLWXWLRQDO HFRQRPLFV VLQFH  ZLWK
IRXQGDWLRQDO WKHRULHVGDWLQJ WR WKH ¶V 6WHPPLQJIURPUDWLRQDOFKRLFHWKHRULHVRQ
HFRQRPLFGHFLVLRQPDNLQJDQGVRFLDOEHKDYLRXU1,( UHFRJQL]HVWKHLQWULFDWHUROHWKDW
FROOHFWLYH DFWLRQ ERGLHV RUJDQL]DWLRQV DQG ODZ KDYH LQ VKDSLQJ VRFLHWLHV DQG WKHLU
VXEVHTXHQW HFRQRPLHV 7KLV SDSHU DUJXHV WKDW D PRUH VXVWDLQDEOH HFRQRPLF
GHYHORSPHQWVFKHPH EDVHGRQ1,( FDQEHDFKLHYHGYLVjYLV XQGHUVWDQGLQJWKHUROHRI
VRFLDOFRRSHUDWLRQLQWKHFUHDWLRQRILQGLJHQRXVLQVWLWXWLRQV




GHYHORSPHQW ODQJXDJH LV ERUURZHG IURP GHYHORSPHQW OLWHUDWXUH RQ WKH UROH WKDW
LQGLJHQRXV LQVWLWXWLRQV ± RU WKRVH LQVWLWXWLRQVZKLFKDUHJURXQGHG LQ ORFDOFXOWXUHDQG
YDOXHV ± DQG WUDQVSODQW LQVWLWXWLRQV ± RU WKRVH LQVWLWXWLRQV ZKLFK DUH WUDQVIHUUHG RU
GHOHJDWHGWRUXUDODUHDVIURPDWRSGRZQDSSURDFKWRJURZWK± KDYHLQWKHFUHDWLRQRI
VXVWDLQDEOHGHYHORSPHQW 'LD 6RFLRORJLFDOZULWLQJVKDYH UHFRJQL]HG WKDW ORFDO
SDUWLFLSDWLRQLQ WKHPHUJHURI LQIRUPDO LQGLJHQRXV DQGIRUPDO WUDQVSODQWHGLQVWLWXWLRQV




LQVWLWXWLRQV LV H[SORUHG KHUH XVLQJ WKH VHPLQDO ZRUNV E\0D[:HEHU DQG )HUGLQDQG
7|QQLHV )LQDOO\ D XQLILHG WKHRU\ RI GHYHORSPHQW LV FRQVWUXFWHG ZKLFK FDOOV IRU WKH
UHSODFHPHQW RI1,(¶V WKHRUHWLFDO JURXQGLQJ LQ LQIRUPDO DQG LQFDOFXODEOH VSRQWDQHRXV
RUGHUZLWKWKDWRIFKDULVPDWLFOHDGHUVKLS 7KLVDOORZVIRUDPRUHXQLILHGWKHRU\RI1,(
DQG SODFHV µVSRQWDQHLW\¶ H[DQWH WR 1,( ZKHUH LW FDQ PRUH HDVLO\ EH LGHQWLILHG E\
GHYHORSPHQWSUDFWLWLRQHUVDQGPLWLJDWHGE\SROLF\PDNHUV ,QRUGHUWRPRUHDFFXUDWHO\
GHVFULEH KRZ WKH FKDULVPDWLF OHDGHUPD\ EH LQWHJUDWHGZLWKLQ1,( WKHRU\ WKHUHPXVW
ILUVWEHDUHYLHZRI1,( :HVWDUWZLWKWKHILUP
7KH)LUP
&RDVH¶V SLYRWDOZRUN7KH1DWXUHRI WKH)LUP VXFFHHGHG LQDQVZHULQJD ORQJ
GHEDWHGTXHVWLRQLQHFRQRPLFV,IPDUNHWVDUHSULPDULO\GULYHQE\WKHSULFHPHFKDQLVP
WKHQZK\GRILUPVH[LVWLQWKHLUFRQWHPSRUDU\IRUP" 7KHILUPFDQEHXQGHUVWRRGDVWKH
RUJDQL]DWLRQ RI SHRSOH LQWR FROOHFWLYH JURXSV ZLWK WKH DLP RI UHGXFLQJ PDUNHW
WUDQVDFWLRQ FRVWV 7KDW LV &RDVH¶V  PDLQ FRQFHUQ LV ZK\ PDQ\
RUJDQL]DWLRQVEXVLQHVVHVRU ILUPVH[LVWZKHQWKH\VKRXOGVHHPLQJO\QRW $FFRUGLQJWR
WKH FRQYHQWLRQDO WKHRU\ RI WKH WLPH ± UDWLRQDODFWRU WKHRU\ ± PDUNHW DFWRUV VKRXOG
LQVWHDG REWDLQ LQSXWV WKURXJK VXEFRQWUDFWV ZLWK RWKHUV 7KLV EULQJV XS DQ LPSRUWDQW
DQRPDO\LQWKHQHROLEHUDOHFRQRPLFSDUDGLJP :HKDYHXQGHUGLUHFWVXSHUYLVLRQDQG
DJHQF\ RI HQWUHSUHQHXUV GHYHORSHG VSKHUHV RI LQIOXHQFHZKLFK DLP WR GLUHFW KXPDQ
EHKDYLRXU DQG WKLV FRLQFLGHV ZLWKLQ D IUHH PDUNHW $FFRUGLQJ WR &RDVH ³7KH PDLQ
UHDVRQZK\LWLVSURILWDEOHWRHVWDEOLVKDILUPZRXOGVHHPWKDWWKHUHLVDFRVWRIXVLQJ






GHYHORSPHQW RUJDQLVDWLRQV /LQDUHOOL  FODLPV WKDW LQVWLWXWLRQV DQGRUJDQL]DWLRQV
DUH HSLVWHPRORJLFDOO\ WKH VDPH SKHQRPHQD DQG PD\ IROORZ WKH VDPH WKHRUHWLFDO
XQGHUVWDQGLQJ )RUPDOFRPPXQLW\RUJDQL]DWLRQVZKLFKLQPDQ\FDVHVDUH\RXQJZKHQ







LVVXHV" ,I WKLVTXHVWLRQ LVSURSRVHG LQ OLJKW RI WKH DIRUHPHQWLRQHGGHYHORSPHQWV RQH
PLJKWUHVSRQGE\VD\LQJWKDW&RPPXQLW\LQVWLWXWLRQVH[LVWEHFDXVHWKH\KHOSORZHUWKH
FRVWV RI DFKLHYLQJ D FROOHFWLYH JRDO E\PDNLQJ SURFHVVHV PRUH HIILFLHQW WKURXJK WKH
RUJDQL]DWLRQ RI SHRSOH LQWR RUGHUHG KLHUDUFKLHV ,QVWLWXWLRQV DOORZ IRU LVVXHV WR EH
KDQGOHG LQWHUQDOO\ ZKLFK OHVVHQV WUDQVDFWLRQ FRVWV &RPPXQLW\ OHDGHUV FDQ GHOHJDWH
WDVNV PRUH HIILFLHQWO\ EHFDXVH WKH\ KDYH WKH QHFHVVDU\ D SULRUL NQRZOHGJH RI WKH
JRLQJVRQ ZLWKLQ WKH FRPPXQLW\ 3HRSOH DUH DEOH WR DFW PRUH HIILFLHQWO\ ORZHU
WUDQVDFWLRQFRVWVZKHQILUPVFRPPXQLW\GHYHORSPHQWLQVWLWXWLRQV DUHFUHDWHG
&RDVH EXLOW XSRQ KLV WKHRU\ RI WUDQVDFWLRQ FRVWV DQG H[WHUQDOLWLHV LQ DQRWKHU VHPLQDO
ZRUN7KH3UREOHPRI6RFLDO&RVWV ZKHUH LW LV UHDVRQHG WKDW WUDQVDFWLRQFRVWV
DVVRFLDWHG HFRQRPLF H[WHUQDOLWLHV DUH WKHGULYLQJ IRUFHEHKLQGPDQ\ OHJDO LQVWLWXWLRQV
ODZ\HUVFRXUWVHWF :KHQWUDQVDFWLRQFRVWVHFOLSVHDQ\PRQHWDU\JDLQWKDWPLJKWEH
KDG IURP PXWXDO EDUJDLQLQJ EHWZHHQ WKH YHVWHG SDUWLHV D OHJDO LQVWLWXWLRQ PXVW
LQWHUYHQH DQG SURYLGH D UXOLQJ ZKLFK PD\ RU PD\ QRW UHVHPEOH WKH IHXG¶V 3DUHWR
RSWLPXP VHWWOHPHQW &RDVH LOOXVWUDWHVDNH\FRQFHSWLQ7KH1DWXUHRIWKH)LUP
DQG7KH3UREOHP RI 6RFLDO&RVWV  WKH FRVWV DVVRFLDWHGZLWK WUDQVDFWLQJ LQ WKH
PDUNHWSODFH FDQXQGHU FHUWDLQ FLUFXPVWDQFHV EHKLJKHU WKDQRQH¶VQHWJDLQ IURP WKH
WUDQVDFWLRQ :LWKLQ D UXUDO GHYHORSPHQW FRQWH[W WKLV FRXOG PHDQ XQGHU FHUWDLQ





6RFLDO VFLHQWLVWV DJUHH WKDW LQVWLWXWLRQVDUH LPSRUWDQW WR VRFLHW\DQG WKHLU HFRQRPLHV±
WKLV KROGV WUXH WKURXJKRXW PRVW RI KLVWRU\ 1RUWK 	 7KRPDV  $QG ZKLOH
LQVWLWXWLRQVSOD\DSLYRWDOUROHLQWKHGHYHORSPHQWRIPDUNHWDFWLYLW\UHODWLYHO\OLWWOHLV




UHGXFH XQFHUWDLQW\ E\ HVWDEOLVKLQJ D VWDEOH EXW QRW QHFHVVDULO\ HIILFLHQW VWUXFWXUH WR
KXPDQ LQWHUDFWLRQ¶¶ S  7KDW LV WR VD\RYHU WLPHSHRSOHKDYHFUHDWHG LQVWLWXWLRQV
ZKLFKKDYH LQ WXUQ VKDSHG WKHVRFLDOEHKDYLRXURIKXPDQ LQWHUDFWLRQ 7KLV FUHDWHVD
VHHPLQJO\&DUWHVLDQ&LUFOHG ORJLFZKHUHDERXWV KXPDQEHKDYLRXU FUHDWHV LQVWLWXWLRQV
ZKLFK FRQVWUDLQV DQG XOWLPDWHO\ GULYHV KXPDQ EHKDYLRXU WKDW LQ WXUQ VKDSHV
LQVWLWXWLRQV +RZHYHUWKHORJLFLVQRWFLUFXODUDWVRPHSRLQWDVVRFLHWLHVHYROYHGIURP
VXEVLVWHQFHEDVHGDQG UXUDO FXOWXUHV WRPRUHSURGXFWLRQGULYHQFDSLWDOLVW FLYLOL]DWLRQV
LQWXLWLRQVEHFDPHWKHORJLFDOPHWKRGRIFRQWURO ,WLVZLWKLQWKLVWUDQVLWLRQDOSHULRGWKDW
D JDS RI NQRZOHGJH H[LVWVZKLFK LV FUXFLDO WR WKH XQGHUVWDQGLQJ RI KRZ LQVWLWXWLRQV
HYROYHWKXVXQLI\LQJWKHWKHRU\
2OLYHU :LOOLDPVRQ GHVFULEHVWKHQHVWHGVWUXFWXUHRIWKHHYROXWLRQRILQWXLWLRQVE\
UHSUHVHQWLQJZKDW KH LGHQWLILHV DV IRXU VWDJHV RI LQVWLWXWLRQV WKH\ DUH 6RFLDO WKHRU\
HFRQRPLFVRISURSHUW\ULJKWVSRVLWLYHSROLWLFDO WKHRU\ WUDQVDFWLRQFRVWHFRQRPLFVDQG





VRFLHW\ EDVHG RQ WKHLU GHJUHH RI ³HPEHGGHGQHVV LQIRUPDO LQVWLWXWLRQV FXVWRPV
WUDGLWLRQVQRUPVUHOLJLRQ¶¶S %XWH[DFWO\KRZWKHVHIDFWRUVGLUHFWRULQIOXHQFH
LQVWLWXWLRQDOJURZWKLVDVRI\HW XQLGHQWLILHG E\ SURSRQHQWVRI1,(
7KH VDOLHQW IDFWRU LQ D XQLILHG WKHRU\ RI GHYHORSPHQW LV DW ZKDW SRLQW GR VRFLHWLHV
WUDQVLWLRQIURP/HYHO WR/HYHO:KLOH WKLVTXHVWLRQKDVSHUSOH[HGHFRQRPLVWRYHU
WKH\HDUVDQGEHHQOHIWWRDµµVSRQWDQHRXV¶¶:LOOLDPVRQSRFFXUUHQFHWKDW
LV XQDEOH WR EH DFFXUDWHO\ FDOFXODWHG LW LV WKH FHQWUDO WKHPH RI UXUDO GHYHORSPHQW
VFKRODUVKLS,QRUGHUWREHWWHUXQGHUVWDQGWKHH[WHPSRUDQHRXVQDWXUHRILQVWLWXWLRQVZH
PXVWH[DPLQHWKHFRQFHSWRIVSRQWDQHRXVRUGHU
6SRQWDQHRXV RUGHU LV WKH SUHVXPHG HVWDEOLVKPHQW RI RUJDQL]DWLRQDO EHKDYLRXUV ZKLFK
HYROYH IURP QRUPDWLYH FXOWXUH +D\HN  DUJXHV WKDW VSRQWDQHRXV RUGHU LV
SUHGLFDWHGXSRQWKH³GLVFRYHU\WKDWWKHUHH[LVWRUGHUO\VWUXFWXUHVZKLFKDUHWKHSURGXFW
RI WKH DFWLRQ RIPDQ\PHQ EXW DUH QRW WKH UHVXOW RI KXPDQ GHVLJQ    WKH\ DUH WKH
RXWFRPHRIDSURFHVVRIHYROXWLRQZKRVHUHVXOWVQRERG\IRUHVDZRUGHVLJQHG´S
6SRQWDQHRXVRUGHU LV DFHQWUDO WHQDQWRI+D\HN¶VHFRQRPLF WKHRULHVRQHFRQRPLFDQG
VRFLDOEHKDYLRXULVPDQGLVKHDYLO\LQIOXHQFHGE\WKHZRUNVRI$GDP6PLWKDVZHOODV
RWKHU HFRQRPLF SKLORVRSKHUV RI WKH 6FRWWLVK (QOLJKWHQPHQW DOWKRXJK SHUKDSV
HUURQHRXVO\ VSRQWDQHRXV RUGHU DULVHV WKURXJK WKH LQGHOLEHUDWH DFWLRQ RI RQH¶V
LQGLYLGXDO VHOILQWHUHVWV 3HWVRXODV  ,W LV DQDORJRXV WR $GDP 6PLWK¶V 
PHWDSKRU RI WKH LQYLVLEOH KDQG 7KH DVVXPSWLRQ WKDW LQVWLWXWLRQV DUH WKH UHVXOW RI
VSRQWDQHRXVRUGHU± RUGHUWKDWLVQRWDSURGXFWRIKXPDQGHVLJQ ± UHPRYHVDQ\DELOLW\
WR UHJXODWH RU PLWLJDWH LWV FUHDWLRQ :KLOH WKLV LQWHUSUHWDWLRQ RI RUGHU VXLWHV +D\HN¶V






DGDSWLQJ WKHPVHOYHV WR FLUFXPVWDQFHV ZKLFK GLUHFWO\ DIIHFW
RQO\ VRPH RI WKHP DQG ZKLFK LQ WKHLU WRWDOLW\ QHHG QRW EH
NQRZQ WR DQ\RQH LWPD\H[WHQG WR FLUFXPVWDQFHV VR FRPSOH[













LQVWLWXWLRQV KDV DOUHDG\ IRXQG WKRVH XQGHUGHYHORSHG DUHDV XQILW IRU VXFFHVV
IXUWKHUPRUH EHFDXVH LQVWLWXWLRQV DUH D UHVXOW RI VSRQWDQHRXV RUGHU DQG QRW SODQQHG
SROLF\QHZLQVWLWXWLRQVEXLOWDVDUHVXOWRIFHQWUDOL]HGGHYHORSPHQWVFKHPHVFDQQRWEH
VXVWDLQHG
7KH SDUDGR[EHWZHHQ WKH WKHRU\RI VSRQWDQHRXVRUGHU DQGGHYHORSPHQW HIIRUWV LV QRW
DOWRJHWKHU QHZ %URPOH\  DOOXGHV WR LW LQ UHIHUHQFLQJ WKH SUHPHGLWDWHG QDWXUH
UHTXLUHG RI VXVWDLQDEOH GHYHORSPHQW HIIRUWV $IWHU DOO VXVWDLQDEOH GHYHORSPHQW PXVW
PHHW WKH QHHGV RI WKH SUHVHQW VRFLHW\ ZLWKRXW LPSHGLQJ RQ WKH QHHGV RI IXWXUH
JHQHUDWLRQV%UXQWODQGDQGDVVXFKPXVWEHSODQQHGZLWKWKHIXWXUHVRFLHWLHVLQ
PLQG +RZHYHU LQ WKLV SDSHU DQ DOWHUQDWLYH WR VSRQWDQHRXV RUGHU LQ WKH FUHDWLRQ RI
LQVWLWXWLRQVLVSUHVHQWHGFROOHFWLYHRUGHULVQRWVSRQWDQHRXVLQQDWXUHEXWLVWKHUHVXOWRI
FKDULVPDWLF OHDGHUVKLS ZKLFK LWVHOI LV VSRQWDQHRXV RU RI VXSHUQDWXUDO RULJLQ 7KH
IROORZLQJ SDUDJUDSKV FRQWH[WXDOL]H WKLV DUJXPHQW %XW ILUVW WKH DUJXPHQW IRU WKH




IRXQGLQJ IDWKHUV RI VRFLRORJ\ ± ZURWH KLV VHPLQDO ZRUN RQ ZKDW FDQ EH FDOOHG
LQVWLWXWLRQDO JRYHUQDQFH LQ WKH ODWH WK FHQWXU\ &KDUDFWHULVWLFV RI 0RGHUQ
%XUHDXFUDF\ :HEHU  EHOLHYHG WKDW WKH JRYHUQDQFH RI ILUPV RUJDQL]DWLRQV RU
LQVWLWXWLRQV LV RUJDQL]HGPRVW HIILFLHQWO\ LQ WKH IRUP RI D EXUHDXFUDF\ +H ODPHQWHG
ϯ /ƚ ŝƐ tŝůůŝĂŵƐŽŶ͛Ɛ ;ϭϵϳϱͿ DĂƌŬĞƚƐ ĂŶĚ ,ŝĞƌĂƌĐŚŝĞƐ ǁŚŝĐŚ ĨŝƌƐƚ ĐŽŝŶĞĚ ƚŚĞ ƚĞƌŵ EĞǁ /ŶƐƚŝƚƵƚŝŽŶĂů
ĐŽŶŽŵŝĐƐ͘ ,ĞƐƚĂƚĞƐƚŚŝƐ ŝŶ ƚŚĞĨŝƌƐƚƐĞŶƚĞŶĐĞŽĨƚŚĞĨŝƌƐƚƉĂŐĞŽĨƚŚĞƐĞŵŝŶĂůƚĞǆƚ͕͞ďƌŽĂĚůǇďĂƐĞĚ
ŝŶƚĞƌĞƐƚ ĂŵŽŶŐ ĞĐŽŶŽŵŝƐƚƐ ŝŶ ǁŚĂƚ ŵŝŐŚƚ ďĞ ƌĞĨĞƌƌĞĚ ƚŽ ĂƐ ƚŚĞ ͚ŶĞǁ ŝŶƐƚŝƚƵƚŝŽŶĂů ĞĐŽŶŽŵŝĐƐ͛ ŚĂƐ
ĚĞǀĞůŽƉĞĚŝŶƌĞĐĞŶƚǇĞĂƌƐ͘͟;Ɖ͘ϭͿ
ϰ tŝůůŝĂŵƐŽŶ;ϭϵϳϯͿŵĂǇŽƌŵĂǇŶŽƚŚĂǀĞďĞĞŶƌĞĨĞƌƌŝŶŐƚŽtĞďĞƌ͛ƐǁŽƌŬŽŶďƵƌĞĂƵĐƌĂĐǇǁŚĞŶŚĞƐĂŝĚ͕





WKDW RQFH GHSHQGHG RQ WUXVW DQG VRFLDO UHFLSURFLW\ :HEHU¶V YLHZV RQ WKH GHVWUXFWLYH
QDWXUHRISXUHEXUHDXFUDFLHVRQVRFLDOUHFLSURFLW\LVRIGLPLQXWLYHLPSRUWDQFHWRXV LQ
WKLVSDSHUKRZHYHULWLVZRUWKPHQWLRQLQJWKDWWKLVUDWLRQDODSSURDFKWRRUJDQL]DWLRQLV
ZKDW DOORZV ILUPV WR KDYH ORZHU WUDQVDFWLRQ FRVWV ZKHQ MX[WDSRVHG ZLWK VXE
FRQWUDFWLQJDQGXOWLPDWHO\H[LVW
%XUHDXFUDF\ LQ WKH:HEHULDQ VHQVH LV WKH QDWXUDO RUGHU RI GHYHORSPHQW 7KDW LV DV
VRFLHWLHVPRYHIURPDVWDWHRIRUGHUEDVHGRQVRFLHWDOQRUPVDQG UHFLSURFLW\ WREHLQJ
PRUHKLJKO\VWUXFWXUHGZLWKDGLYHUVHGLYLVLRQRIODERXUWKH\DUHQDWXUDOO\LQFOLQHGWR
IRUP EXUHDXFUDFLHV :HEHU JRHV IXUWKHU LQ DUJXLQJ WKDW EXUHDXFUDWLF RUGHU RQFH
HVWDEOLVKHGLVRQHRIWKHKDUGHVWVRFLDOVWUXFWXUHVWRFKDQJHKHVWDWHV
2QFH LW LV IXOO\ HVWDEOLVKHG EXUHDXFUDF\ LV DPRQJ WKRVH
VRFLDO VWUXFWXUHV ZKLFK DUH WKH KDUGHVW WR GHVWUR\
%XUHDXFUDF\ LV WKH >VLF@ PHDQV RI FDUU\LQJ µFRPPXQLW\
DFWLRQ¶ RYHU LQWR UDWLRQDOO\ RUGHUHG µVRFLHWDO DFWLRQ¶





,Q WKLV LQVWDQFH :HEHU WRXFKHV RQ WKH YHU\ TXHVWLRQ WKDW SX]]OHG 'RXJODV 1RUWK





7|QQLHV ILUVW SXEOLVKHG KLV WUHDWLHV RQ WKH PHFKDQLFV RI VRFLDO GHYHORSPHQW
*HPHLQVFKDIW XQG*HVVHOVFKDIW LQ  >ODWHU UHYLVHG@ 7|QQLHV  LQWURGXFHG D
VRFLDO GLFKRWRP\ LQ ZKLFK VRFLDO RUGHU LV ILUVW URRWHG LQ IDPLO\ UHODWLRQVKLSV >SRZHU
H[LVWVDQGLVWUDQVODWHGYLDSDWHUQDOPHFKDQLVPV@ .QRZQDV*HPHLQVFKDIWWKLVVWDJHRI
FRPPXQLW\ H[LVWV SULRU WR D PRUH VWUXFWXUHG DQG HIILFLHQW VRFLHW\ ZKLFK 7|QQLHV
UHIHUUHG WR DV*HVVHOVFKDIW *HPHLQVFKDIW RU WKH HDUO\ VWDJHV RI VRFLDO LQWHUDFWLRQ LV
OHVVXQGHUVWRRGLQVRPHUHVSHFWVWKDQLWVFRXQWHUSDUW*HVVHOVFKDIW 7KHSHFXOLDULWLHVRI
*HPHLQVFKDIWVRFLHWLHVDUHQRWSDUDPRXQWWRWKLVSDSHU¶VWKHVLV 5DWKHUE\IUDPLQJRXU
DUJXPHQW ZLWKLQ WKLV FRQWH[W WKH QDWXUDO VRFLDO HYROXWLRQ LQ ZKLFK :HEHU ZDV
FRQFHUQHGZLWKLVPRUHDSSDUHQW
)LJXUH  GHSLFWV D FRQYHUJHQFH RI WKH:HEHULDQ VRFLDO W\SRORJ\ ZKLFK LV EDVHG RQ







VDOLHQW DQG HFRQRPLF EHKDYLRXU FDQ EH PRUH HDVLO\ IRUHFDVWHG XVLQJ VWDQGDUGL]HG
WHFKQLTXHV± JDPHWKHRU\DQGVRFLDODQGHFRQRPLFPRGHOOLQJ %XWRQHFDQHDVLO\VHH
WKDW WKHWKHRU\LVQRW\HWXQLILHG +LWKHUWR QRWKLQJZKLFKH[SODLQVWKHWUDQVLWLRQIURP
WKDWRI*HPHLQVFKDIWWR*HVVHOVFKDIW KDVEHHQSUHVHQWHGWKXVDOLWHUDOJDSLVIRXQGLQ
)LJXUH
:HEHU ZDV LQIOXHQFHG E\ WKLV LGHD DQG LQWHUSUHWHG 7|QQLHV¶ GLFKRWRP\ DV D VRFLDO
W\SRORJ\ 7KDWLVFRPPXQLWLHVDUHWKRXJKWWRH[LVWRQDFRQWLQXXPVRPHZKHUHEHWZHHQ
*HPHLQVFKDIWDQG*HVVHOVFKDIW $VVRFLHWLHVPRYHIURP*HPHLQVFKDIWWR*HVVHOVFKDIW
FKDQJHV LQ DXWKRULW\ DQG VRFLDO FRQWURO WDNH SODFH *HVVHOVFKDIW RUGHU MXVW OLNH IUHH
PDUNHW SULFH PHFKDQLVPV LV URRWHG LQ UDWLRQDO EHKDYLRXU 2Q WKH FRQWUDU\
*HPHLQVFKDIW RUGHU LV SUHGLFDWHG XSRQ PRUH LQWLPDWH VRFLDO WLHV VWHPPLQJ IURP
LQWHUDFWLRQZLWKLQWKHFRPPXQLW\ 7KLVSDSHUKDVKLWKHUWRDUJXHGWKDWWKHFRQFHUQVRI
1,(VFKRODUVRQWKHRULJLQVRIVRFLDORUGHUDQGVXEVHTXHQWFUHDWLRQRILQWXLWLRQVPLUURU
WKRVHRIFODVVLFDOVRFLRORJLFDOWKHRU\ %XWZKHUHDV1,( VFKRODUVOHDYHWKH IRUPDWLRQRI
LQVWLWXWLRQV WR VSRQWDQHRXV FKDQFH FODVVLFDO VRFLDO WKHRULVWV KDYH DWWHPSWHG WR DQVZHU
WKLV YLVjYLV D SULRUL UHDVRQLQJ :H SURSRVHG WKDW WKH QH[XV RI LQIRUPDO VRFLDO
FRQVWUDLQWVDQGKLJKHURUGHULQVWLWXWLRQVFDQEHIRXQGLQWKHFKDULVPDWLFOHDGHU
)LOOLQJWKHJDS7KHFKDULVPDWLFOHDGHU
:HEHU DUJXHG WKDW VRFLDO DFWLRQ KDSSHQV WKURXJK IRXU SULPDU\ DYHQXHV RI KXPDQ
LQWHUDFWLRQWKHUDWLRQDORULHQWDWLRQWKDWJXLGHVDSHUVRQWRDFWLRQLQRUGHUWRVHFXUHWKHLU
LQGLYLGXDO QHHGV UDWLRQDO RULHQWDWLRQ WR WKH DEVROXWH ± WKLV HQWDLOV WKH EHOLHI LQ
VRPHWKLQJ HQWLUHO\ IRU WKH VDNH RI LWVHOI DIIHFWXDO RULHQWDWLRQ RUPRWLYDWLRQ WKURXJK
HPRWLYHGULYHUVDQG WKH WUDGLWLRQDOZKLFK LV DFWLRQ WKDWKDVJURZQIURPKDELW S







SRZHU LPSHUDWLYH FRQWURO DQG WKH GLVFLSOLQHRIJURXSPHPEHUV +RZHYHU OHJLWLPDWH
OHDGHUVKLS LV QRWPDQLIHVWHG WKURXJKPDUNHWPHFKDQLVPV:HEHU EHOLHYHG LW LV EDVHG
VROHO\RQFKDQFHLWLVVHHPLQJO\DVSRQWDQHRXVFKDUDFWHUWUDLW
:HEHU¶VQRWLRQRIWKHFKDULVPDWLFOHDGHULVEDVHGLQSDUWRQWKHZRUNGRQHE\5XGROI
6RKP 6RKP RQH RI:HEHU¶V FRQWHPSRUDULHV ZDV D WKHRORJLDQ FRQFHUQHG ZLWK WKH
RULJLQVRIQRQVHFXODUSRZHUDQGDXWKRULW\KHUHFRJQL]HGGLYLQHWUDLWVLQWKHZULWLQJVRI
WKH1HZ7HVWDPHQWZKLFKKHGHHPHGFKDULVPDWLFLQQDWXUH -RRVVH :HEHUZDV
SULPDULO\ FRQFHUQHGZLWK KRZ:HVWHUQ VRFLHWLHV GHYHORS WKURXJK UDWLRQDO EHKDYLRXU
FKDULVPDPD\EH WKRXJKW RI DV WKH DQWLUDWLRQDO RU TXDOLWLHV WKDW LQVSLUHGLVFLSOHVKLS
ZKLFKFDQQRWEHPLWLJDWHG WKURXJK WUDGLWLRQDOPHFKDQLVPV LH WDXJKW $GDLU7RWHII
 &KDULVPDWLF OHDGHUVKLS LV DOOXVLYH DQG QRW HDVLO\ GHILQHG LW LV QRQFDOFXODEOH
&KDULVPDLVLQKHUHQWO\VSRQWDQHRXV
7KH :HEHULDQ QRWLRQ RI FKDULVPDWLF OHDGHUVKLS LV QRW DOWRJHWKHU RPLWWHG IURP WKH
IRXQGDWLRQV RI 1,( :LOOLDPVRQ¶V  VHPLQDO ZRUN 0DUNHWV DQG +LHUDUFKLHV
DOOXGHV WR VHOHFWLYHSHHUJURXSOHDGHUVKLSZKLFKPD\UHVXOWIURPFRJQLWLYHOLPLWDWLRQV
ZLWKLQPHPEHUVKLS :LOOLDPVRQ¶V VHQVLEOH DUJXPHQW DPRXQWV WR D JURXS¶V LQGLYLGXDO
ERXQGHG UDWLRQDOLW\ RU LQGLYLGXDOV¶ DELOLW\ WR PDNH GHFLVLRQV EDVHG RQ WKHLU OLPLWHG
XQGHUVWDQGLQJRIWKHLUVRFLDODQGHFRQRPLFHQYLURQPHQW 7KLVPD\DFFRXQWIRUWKHODFN
RIGHPRFUDWLFRUGHULQPDQ\RUJDQL]DWLRQV $FFRUGLQJWR:LOOLDPVRQ
(LWKHU SURGXFWLYLW\ VDFULILFHV PXVW EH PDGH E\ SHUPLWWLQJ
LQIHULRUPHPEHUV WR WDNH WKHLU WXUQDW DGPLQLVWUDWLRQRU VRPH








RU ORW    S  +HUH :LOOLDPVRQ PLUURUV WKH TXDOLI\LQJ ODQJXDJH RI :HEHU¶V




FKDULVPD 7KDWLV QDVFHQWVRFLDO OHDGHUVKLSWKDWJRHVEH\RQGWKHGD\WRGD\URXWLQHRI




ZKLFKDUHRWKHUZRUOGO\ DQG WKXV QRW UHSOLFDEOH 7KH LGHQWLILFDWLRQRI WKH FKDULVPDWLF
OHDGHUVZLWKLQFRPPXQLWLHV DQGRUJDQL]DWLRQVKROGVWKHNH\WRXQORFNLQJWKHILUVWVWDJH
RI :LOOLDPVRQ¶V  QHVWHG PRGHO DQG WKXV FUHDWLQJ D XQLILHG WKHRU\ RI
GHYHORSPHQW 7KLVLVQRWDQHDV\WDVNE\DQ\PHDQVDVGHYHORSPHQWSUDFWLWLRQHUVODFN





%XW FKDULVPD DQG WKLV LV GHFLVLYH >HPSKDVLV DGGHG@ DOZD\V
UHMHFWVDVXQGLJQLILHGDQ\SHFXQLDU\JDLQWKDWLVPHWKRGLFDODQG
UDWLRQDO ,Q JHQHUDO FKDULVPD UHMHFWV DOO UDWLRQDO HFRQRPLF





&URVVDQ  +RZHYHU WKH HPSLULFDO VWXG\ RI OHDGHUVKLS ZLWKLQ DQ HVWDEOLVKHG
EXVLQHVVRUILUPLVEH\RQGWKHUHPLWRI WKLVSDSHUDVZHDUHLQWHUHVWHGLQWKHOHDGHUVKLS
TXDOLWLHVZKLFKDUHGHYHORSHGH[DQWHRILQVWLWXWLRQVDQGILUPV ,QRUGHUWRIXOO\VDWLVI\
WKH FULWLFLVPV ZKLFK ZLOO DUULYH LQ LGHQWLI\LQJ WKH FKDULVPDWLF OHDGHU¶V UROH LQ
GHYHORSPHQWZHPXVWVWXG\DUHDVZKLFKKDYHQRW\HWWUDQVLWLRQHGIXOO\LQWRD VWDWHRI
*HVVHOVFKDIWZLWKLWVRZQLQVWLWXWLRQV
&KDULVPDWLF TXDOLWLHV RI OHDGHUVKLS DUH QRWHG LQ FRQWHPSRUDU\ VWXGLHV RI OHDGHUVKLS
%XUQV  LGHQWLILHG :HEHU¶V FRQFHSW RI FKDULVPDWLF OHDGHUVKLS DV KDYLQJ ³  
IHUWLOL]HGWKHVWXG\RIOHDGHUVKLS´S +HJRHVLQVRIDUDVWRSRVWXODWH WKDWWKHWHUP
KDVEHHQRYHUXVHGLQSRSXODUFXOWXUHDQGKDVORVWPXFKRI LWVRULJLQDOPHDQLQJ %XUQV
GRHVDFNQRZOHGJH WKH LPSRUWDQFHRIFKDULVPDWLF OHDGHUVKLS  ZKLFKKHUHWLWOHV
KHURLFOHDGHUVKLS± LQWLPHVRIVRFLDOWXUPRLODQGYXOQHUDELOLW\KHVWDWHV
+HURLF OHDGHUV ± LQ FRQWUDVW ZLWK OHDGHUV ZKR DUH PHUHO\
HQMR\LQJSRSXODUIDYRXU± XVXDOO\DULVHLQVRFLHWLHVXQGHUJRLQJ
SURIRXQG FULVHV ([LVWLQJ PHFKDQLVPV RI FRQIOLFW UHVROXWLRQ
KDYH EURNHQ GRZQ WUDGLWLRQV HVWDEOLVKHG DXWKRULW\ ROG





)XUWKHUPRUH HPSLULFDO VWXGLHV RI FKDULVPDWLF OHDGHUVKLS LQ RUJDQL]DWLRQDO VWUXFWXUHV
KDYH IRXQG WKDW FKDULVPDWLF OHDGHUVKLS EHFRPHV HVSHFLDOO\ LPSRUWDQW LQ WLPHV RI
XQFHUWDLQW\FULVHVDQGZKHQ WKH WDVNDWKDQG LVPRUDOO\ MXVWLILHGE\ERWK OHDGHUVDQG
IROORZHUV6KDPLU+RXVH	$UWKXU :LWKLQWKLVFRQWH[WWKHVXFFHVVIXOFUHDWLRQ
RIVXVWDLQDEOHGHYHORSPHQWLQVWLWXWLRQVPD\EH XQGHUVWRRG WREHJUHDWO\LQIOXHQFHGE\
WKH FKDULVPDWLF OHDGHU ZKR HPHUJHQFHV DV VRXUFH RI WUDQVIRUPDWLRQ RI QRUPDWLYH
LQVWLWXWLRQV DQGZKRVH OHJLWLPDF\ KHOSV FUHDWH QHZ LQVWLWXWLRQV ,W LV WKH VSRQWDQHRXV
QDWXUH RI FKDULVPD WKDW KDV KLWKHUWR EHHQ DWWULEXWHG WR WKH FUHDWLRQ RI LQVWLWXWLRQV
,QVWLWXWLRQVDUHQRWFUHDWHGVSRQWDQHRXVO\± WKH\DUH WKHUHVXOWRIHPEHGGHGQDWXUHRI
FKDULVPDWLFOHDGHUVKLSDQGLWVLQIOXHQFHRQVRFLDODFWLRQFKDULVPDRFFXUVVSRQWDQHRXVO\
± QRW LQVWLWXWLRQV 6WXGLHV RQ WKH OHDGHUVKLS TXDOLWLHV LQ UXUDO VRFLHWLHV RIIHU D VDOLHQW
SRLQW RI UHIHUHQFH IRU IUDPLQJ WKH HSLVWHPRORJLFDO DUJXPHQW IRU WKH LPSRUWDQFH RI





,W KDV EHHQ DUJXHG WKDW UXUDO VRFLHWLHV WKURXJKRXW >(XURSHDQ@ PHGLHYDO KLVWRU\ KDYH
EHQHILWWHGIURPWKHFUHDWLRQRILQIRUPDOLQVWLWXWLRQV 7KLVLVHYLGHQFHGE\WKH VXFFHVVRI
ZKDW +RSFURIW  FDOOHG OHVVFRPPXQDO IDUPLQJ V\VWHPV IRXQG LQ WKH PHGLHYDO
SHULRGRI(XURSHUXUDOVRFLHWLHV LQPHGLHYDO(XURSHWKDW WUDQVLWLRQHGIURPFRPPXQDO
DJULFXOWXUH FKDUDFWHUL]HGE\FRPPXQLW\ZLGHFURS URWDWLRQDQGGHSHQGHQFHXSRQ WKH
FRPPRQVIRU OLYHVWRFNJUD]LQJ WR OHVVFRPPXQDOV\VWHPV FKDUDFWHUL]HGE\HQFORVHG
ILHOGVDQGUHFRJQLWLRQRILQGLYLGXDOSURSHUW\ULJKWV ZHUHIRXQGWREHPRUHVXFFHVVIXO
7KLV VKLIW LQIOXHQFHG WKH KLVWRULFDO VXFFHVV RI IRUPDOL]HG LQVWLWXWLRQV LQ UXUDO(XURSH




GHILQLWLRQRI UXUDOZKLFKZLOO EHXQLYHUVDOO\ DFFHSWHG± UXUDO GHYHORSPHQW FHQWUHVRQ
WKHQRWLRQWKDWPDQ\UXUDOSODFHVDUHQRWDEOHWRPD[LPLVHHFRQRPLFJURZWKYLVjYLV
WKHFUHDWLRQRI LQVWLWXWLRQVWKDWIRUPDOL]HXQLTXHVRFLDOEHKDYLRXUDSWIRUGHYHORSPHQW
+DUULV +XQWHU 	 /HZLV  1RUWK  UHFRJQLVHG WKLV SUREOHP LQ WKH
LGHQWLILFDWLRQRISDWKGHSHQGHQF\DQGIDLOHGLQVWLWXWLRQVKHVWDWHV
:LWK JURZLQJ VSHFLDOL]DWLRQ DQG GLYLVLRQ RI ODERU WKH WULEHV
HYROYHG LQWR SROLWLHV DQG HFRQRPLHV WKH GLYHUVLW\ RI
H[SHULHQFHV DQG OHDUQLQJ SURGXFHG LQFUHDVLQJO\ GLIIHUHQW
VRFLHWLHV DQG FLYLOL]DWLRQV ZLWK YHU\ GLIIHUHQW GHJUHHV RI
VXFFHVV LQ VROYLQJ WKH IXQGDPHQWDO HFRQRPLF SUREOHPV RI
VFDUFLW\ 7KH UHDVRQ IRU GLIIHULQJ VXFFHVV LV VWUDLJKWIRUZDUG
7KHFRPSOH[LW\RIWKHHQYLURQPHQWLQFUHDVHGDVKXPDQEHLQJV
EHFDPH LQFUHDVLQJO\ LQWHUGHSHQGHQW DQG PRUH FRPSOH[





7KH *UHDW 7UDQVIRUPDWLRQ 7KH WHUP µUXUDO¶ DOPRVW DOZD\V FDUULHV ZLWK LW WKH
FRQQRWDWLRQRIDQDJUDULDQFXOWXUHGHSHQGHQWRQ WKH UROHRIDJULFXOWXUH LQ VKDSLQJ WKH
HFRQRP\ DOWKRXJK WKLV LV KDV VHHQ D VKLIW LQ UHFHQW \HDUV YDQ GHU 3ORHJ 5HQWLQJ
%UXQRUL .QLFNHO 0DQQLRQ 0DUVGHQ 	 9HQWXUD  $JULFXOWXUH DQG IDUPLQJ
LGHRORJLHV DUH DQ LPSRUWDQW IRXQGDWLRQ RI UXUDO FXOWXUH DQG OLIH HYHQ ZKHQ UXUDO
HFRQRPLHV QR ORQJHU IHDWXUH DJULFXOWXUH RU YDOXHDGGHG SURGXFWLRQ DV WKHLU SULQFLSDO
VRXUFHRIWUDGH0DUVGHQ0XUGRFK/RZH0XQWRQ	)O\QQ )XUWKHUPRUHQHZ
PRGHOVLQUXUDOVWXGLHVIRFXV RQDPRUHKROLVWLFDSSURDFKWRUXUDOWKHRU\ HQFRPSDVVLQJ
VSDFH DQG SRVWPRGHUQ WKHRUHWLFDO SOXUDOLVP +HOH\ 	 -RQHV  6WLOO PRVW




DQG DUH ZLWKLQ D WKLUW\ PLQXWH GULYH WR D VHWWOHPHQW RI  RU PRUH VHH
KWWSZZZJRYVFRW3XEOLFDWLRQV 2QWKHFRQWUDU\WKH86LGHQWLILHVUXUDOLQD
P\ULDG RI ZD\V ZKLFK DOORZ IRU D ODUJH UDQJH RI SRSXODWLRQ UDQJHV DQ\ZKHUH IURP
ϭϯ
ϭϯ
 WR  RI WKH FRXQWU\¶V WRWDO SRSXODWLRQ VHH ZZZHUVXVGDJRYDPEHUZDYHV
GHSHQGLQJRQZKLFKRQH LVXVHG ,W LVPXFKHDVLHU WR LGHQWLI\ UXUDOZLWKLQSRSXODWLRQ
SDUDPHWHUVLQPRUHGHYHORSHGFRXQWULHVWKLVRIFRXUVHJHWVWULFNLHUZKHQHVWDEOLVKLQJ
D GHILQLWLRQ RI µUXUDO¶ LQ XQGHUGHYHORSHGQDWLRQVZKHUH RWKHU IDFWRUV OLNH WKH ODFN RI
JRYHUQPHQW VWDELOLW\ LQ WKH FUHDWLRQ RI UXUDO LQIUDVWUXFWXUH DQG D IRUPDO PDUNHWSODFH
PD\WDNHSUHFHGHQFHRYHUSRSXODWLRQVL]HDORQH &KDPEHUOLQ	-D\QH




LQGLJHQRXV LQVWLWXWLRQV DUH FUHDWHG 5XUDO GHYHORSPHQW UHVHDUFKHUV UHFRJQL]H WKH
LPSRUWDQFH WKDW UXUDO OHDGHUVKLS KDV LQ WKH GHYHORSPHQW SURFHVV %RWHV	5HQVEXUJ
'REEV	0RRUH%HUQHU	3KLOOLSV 3RVLWLRQVRIOHDGHUVKLS FDQQRW
EH FRPSULVHG YLVjYLV IRUPDO DXWKRULW\ DORQH WKHUH PXVW EH DQ LQFOXVLYH VRFLDO
VWUXFWXUH WKDW OHJLWLPL]HV OHDGHUVKLS :HEHU  )ORUD DQG )ORUD  ZKR
WRJHWKHUKDYHFRQWULEXWHGPDQ\LQIOXHQWLDO ZRUNVWRUXUDOFRPPXQLW\GHYHORSPHQWFDOO
WKLV VWUXFWXUH WKH (QWUHSUHQHXULDO 6RFLDO ,QIUDVWUXFWXUH (6, 0RUH SUHFLVHO\
FRPPXQLWLHV WKDW KDYH DQ (6, FRQGXFLYH WR DQ DFFHSWDQFH RI LGHDV IURP GLIIHUHQW
FRPPXQLW\PHPEHUV DQG OHDGHUV DUHPRUH OLNHO\ WR SXUVXH FRPPXQLW\ GHYHORSPHQW
SURMHFWV)ORUD 6KDUS)ORUD	1HZORQ (6,LVJURXQGHGLQ'XUNKLPLDQVRFLDO
FDSLWDOEXW LWVDSSOLFDWLRQVDSSO\ WR WKDWRI:HEHU¶VFKDULVPDWLFOHDGHUVFRPPXQLWLHV
ZLWKKLJKOHYHOVRI(6,DOORZIRU>FKDULVPDWLF@OHDGHUVKLSIURPVXEVHWSRSXODWLRQV RUD
YDULHW\RIQLFKHJURXSV ± ZKLFKPD\EHUHSUHVHQWHGLQWKHODUJHUSRSXODWLRQ± WRZRUN
FROOHFWLYHO\
5XUDO FRPPXQLWLHV KDYH OHDGHUVKLS VWUXFWXUHV ZKLFK DUH QRW DOZD\V DSSDUHQW RQ WKH
VXUIDFH RU E\ RXWVLGH UHVHDUFKHUV ,QIRUPDO OHDGHUV ZLWKLQ FRPPXQLWLHV PD\ QRW EH
UHDGLO\HQJDJHGZLWKDQ\GHYHORSPHQWHIIRUW 6KRUWDOO ± HVSHFLDOO\LIHIIRUWVDUH
SXUHO\ HFRQRPLF LQ QDWXUH 7KHUH DUH WKRVH ZLWKLQ FRPPXQLWLHV DQG GHYHORSPHQW
RUJDQL]DWLRQVZKRHYHQZLWKRXWDQ\IRUPDOSRVLWLRQKDYHFRPHWRDSODFHLQIOXHQFH
7KLVLVHYLGHQWLQHPSLULFDODQDO\VLVRIFRPPXQLW\OHDGHUVKLS )RULQVWDQFH2¶%ULHQHW
DO   IRXQG LQ WKHLU DQDO\VLV RI FRPPXQLW\ OHDGHUV LQ UXUDO0LVVRXUL WKDW
WKHUH DUH SHRSOH RI KLJK LQIOXHQFH ZKLFK FDQ FUHDWH RU KDOW GHYHORSPHQW HIIRUWV
&RPPXQLW\OHDGHUVZHUHRIWHQQRWIRXQGLQRIILFLDOOHDGHUVKLSUROHVLHDWRZQPD\RU
RUFRXQFLOPHPEHUDQG WKH\RIWHQKDGVWURQJVRFLDO WLHV WRRQHDQRWKHU 7KLV W\SH RI
LQIRUPDO UXUDO FRPPXQLW\ OHDGHUVKLS LV LQ PDQ\ ZD\V SDUDOOHO WR WKH :HEHULDQ
FKDULVPDWLF OHDGHU OHDGHUVKLS ZKLFK LV OHJLWLPL]HG YLVjYLV IROORZHUV >LQ VWXGLHV E\
2¶%ULHQHWDOIROORZHUVFRQVWLWXWHVFRPPXQLW\PHPEHUVZKRLGHQWLILHG D
SRVWHULRUL FRPPXQLW\ OHDGHUVKLS WKXV OHJLWLPL]LQJ WKHLU UROH DV VXFK@ WKH ODFN RI
PDUNHW LQFHQWLYHV DV D UHTXLVLWH RI GHFLVLRQ PDNLQJ DQG WKH KLJK GHJUHH VRFLDO
HPEHGGHGQHVVRIWKRVHLGHQWLILHGDVOHDGHUV
)XUWKHUPRUH WKH LPSRUWDQFH RI WKH VRFLDO HPEHGGHGQHVV LQ UXUDO OHDGHUVKLS LV
FRQWH[WXDOL]HG LQ6NHUUDWW¶V V\QWKHVLVRIFRQWUDVWLQJ OLWHUDWXUHVRI FRQYHQWLRQDO
DQGUXUDOOHDGHUVKLS $FHQWUDOFRQFOXVLRQRIZKLFKLVWKDW>XSRQDUHYLHZRI(PHU\	
)ORUD  &OHDYHU  DQG %UHQQDQ 	 /XOORI @ UXUDO OHDGHUVKLS LV
HPEHGGHGQRWRQO\ LQ GHYHORSPHQWSURMHFWV EXW LQ DOO DVSHFWV RI FRPPXQLW\ OLIH VKH






WREHVR´ S :LWKLQ WKLVFRQWH[W OHDGHUVKLSIRXQG LQGHYHORSPHQW VFKHPHVJRHV
EH\RQG WKH ERXQGDULHV RI DQ\ SURMHFW DQG LQWR WKH FRPPXQLW\ DW ODUJH 7KDW LV
OHDGHUVKLS LQ UXUDO GHYHORSPHQW SURMHFWV PXVW EH OHJLWLPL]HG YLVjYLV QRUPDWLYH
FRPPXQLW\LQWHUDFWLRQV DQGH[DQWHWRDQ\GHYHORSPHQWSURMHFW
6NHUUDWW  DOVR LGHQWLILHV HPEHGGHGQHVV DV D FULWLFDO FRPSRQHQW RI FRQYHQWLRQDO
OHDGHUVKLS WKHRU\ &RQYHQWLRQDO OHDGHUVKLS WKHRU\ JRHV IXUWKHU WR LQFOXGH FKDUDFWHU
WUDLWV RI HPRWLRQDO LQWHOOLJHQFH RU ³WKH DELOLW\ >VLF@ WR HQJDJH DQG HPSRZHU RWKHUV ±




*UDQRYHWWHU  PDLQWDLQV WKDW WKH VRFLDO HPEHGGHGQHVV RI DFWRUV LQ PDUNHW
WUDQVDFWLRQV LQIOXHQFHV WKHLU GHFLVLRQPDNLQJ SURFHVV :KLOH *UDQRYHWWHU DVVHUWV WKDW
VRFLDOHPEHGGHGQHVVLVLPSRUWDQWWKURXJKRXWDOOWUDQVDFWLRQVLQFOXGLQJEHWZHHQILUPV
DQG ZLWKLQ KLJKO\ RUGHUHG EXUHDXFUDWLF LQVWLWXWLRQV LW LV SDUWLFXODUO\ LPSRUWDQW WR D
XQLILHG WKHRU\ RI GHYHORSPHQW WKDW LV SUHGLFDWHG RQ WKH FKDULVPDWLF OHDGHU 7KH
LPSRUWDQFH RI EXLOGLQJ VRFLDO FDSLWDO DQG QHWZRUNV LQ GHYHORSPHQW SURMHFWV KDV EHHQ
QRWHG E\ ODUJHVFDOH VFKHPHV LQ GHYHORSLQJ UHJLRQV 0HDGRU HW DO  DQG UXUDO
UHJLRQV LQ PRUH GHYHORSHG FRXQWULHV 7KLV LV HVSHFLDOO\ WKH FDVH ZLWK WKH (8¶V
/($'(5 SURJUDPPH EXW DJDLQ WKH TXHVWLRQ RI H[DFWO\ ZKR EHQHILWV IURP UXUDO
GHYHORSPHQW SURMHFWV UHPDLQV VRPHZKDW DPELJXRXV LV LW WKH ORFDO HOLWHV RU
PDUJLQDOL]HGJURXSV6FKXFNVPLWK"
7DUJHWLQJ WKH µULJKW¶ FRPPXQLW\ PHPEHUV ZKR DUH UHSUHVHQWDWLYH RI WKH HQWLUH
FRPPXQLW\ HWKRV FDQ EH FKDOOHQJLQJ 'REEV 	 0RRUH  7KLV LV WUXH IRU
WUDQVSODQWHGLQVWLWXWLRQVZKLFKDUHOLNHO\WKHUHVXOWRIWRSGRZQSROLF\GULYHQE\QRQ
ORFDOSROLWLFLDQVSUDFWLWLRQHUVDQGDFDGHPLFVZKRVHHNWRFUHDWHOLQNDJHVZLWKORFDOVWR
HQVXUH FRPPXQLW\ VXSSRUW %HUQHU DQG 3KLOOLSV  DUJXH WKDW WKLV DSSURDFK WR
GHYHORSPHQW LV VXVFHSWLEOH WR KLMDFNLQJ E\ WKRVH FRPPXQLW\ PHPEHUV ZLWK VHOI
VDWLVI\LQJ DJHQGDV HJ WKH ULFK IDUPHU ZKR VHHNV IXUWKHU YHUWLFDO LQWHJUDWLRQ RI KLV
IDUPLQJ V\VWHP WKH VHHPLQJ DQWLFKDULVPDWLF OHDGHU DFFRUGLQJ WR WKH:HEHU 
GHILQLWLRQ ,QPDQ\ LQVWDQFHV GHYHORSPHQW HIIRUWV KLQJH RQ WKH WDUJHWLQJ RI WKH ULJKW
NLQGRIFRPPXQLW\SDUWLFLSDWLRQ (YHQVRWKHQDWXUHRIWKHULJKW NLQGRIOHDGHUVKLSPD\
QRWEH FRQGXFLYH WRGHYHORSPHQW HIIRUWV LW LV FHUWDLQO\SRVVLEOH WKDW UXUDO DUHDVKDYH
PXOWLSOH OHDGHUV RI D FKDULVPDWLF QDWXUH 2¶%ULHQ  $Q\ FRQIOLFWLQJ DLPV RI
FKDULVPDWLFOHDGHUVVKRXOGEHDFNQRZOHGJHGDVZHOODVWKHDSSURSULDWHSURYLVLRQVWDNHQ




,I UXUDO GHYHORSPHQW KLQJHV RQ WKH VXFFHVVIXO FUHDWLRQ RI LQIRUPDO DQG IRUPDO
LQVWLWXWLRQV WKHQ FRPPXQLW\ SDUWLFLSDWLRQ PXVW LQFOXGH PHPEHUV RI WKH FRPPXQLW\
ZKR DUH VHHQ DV FKDULVPDWLF OHDGHUV DQG DUH EHOLHYHG WR EH OHJLWLPDWH DQG HPEHGGHG





 VHHV WKHFUHDWLRQRI VRFLDO DFWLRQ OHG WKURXJKFKDULVPDWLF OHDGHUVKLS± WKLVSKDVHRI
VRFLDO DFWLRQPD\EH EXW LV QRW QHFHVVDULO\ D SUHFXUVRU WR WKH FUHDWLRQ RI LQIRUPDO RU
IRUPDOLQVWLWXWLRQVDVLWLVFRPSOHWHO\VSRQWDQHRXVWKHILQDOOHYHO/HYHOFDQEHVDLG
WR UHSUHVHQW /HYHO  RI :LOOLDPVRQ¶V  QHVWHG PRGHO VHH )LJXUH  DQG LW LV
FKDUDFWHUL]HGE\FUHDWLRQRIWKHLQVWLWXWLRQDOHQYLURQPHQW
2XU PRGHO LV GHULYHG IURP WZR XQLTXH WKHRULHV RI GHYHORSPHQW QDWXUDOO\ LW
HQFRPSDVVHVVRFLDOWKHRU\ZKLFKLV(XURFHQWULFLQQDWXUH+RZHYHUWKLVPRGHOVKRXOG
EH YLHZHG DV D:HVWHUQ GHYHORSPHQW PRGHO DV LW H[SDQGV XSRQ WKHRU\ GHYHORSHG LQ
(XURSH DQG WKH $PHULFDV  )XUWKHUPRUH SUDJPDWLF DSSOLFDWLRQ RI WKLV PRGHO RI
GHYHORSPHQWPD\ SURYH WR EH LOOIDWHG LI ORFDO FXVWRPV DQG QRUPV DUH QRW ILUVW ZHOO
XQGHUVWRRGWKH PRGHOLVURRWHGLQDVRFLDOFRQWH[WDQGDVVXFKVXFFHVVIXOLPSOLFDWLRQ
















ƚŚĂƚ͘͞ ͘ ͘ ƚŚĞĞǀĞƌĂĐĐĞůĞƌĂƚŝŶŐƉƌŽŐƌĞƐƐŽĨƚĞĐŚŶŽůŽŐǇĂŶĚĐŚĂŶŐĞƐ ŝŶƚŚĞŵŽĚĞŽĨŚƵŵĂŶůŝĨĞ͕ǁŚŝĐŚ
ŐŝǀĞƐƚŚĞĂƉƉĞĂƌĂŶĐĞŽĨĂƉƉƌŽĂĐŚŝŶŐƐŽŵĞƐŝŶŐƵůĂƌŝƚǇŝŶƚŚĞŚŝƐƚŽƌǇŽĨƚŚĞƌĂĐĞďĞǇŽŶĚŚƵŵĂŶĂĨĨĂŝƌƐ͕




WKDW WKHUH LV D OHDVW VRPH SHULRG RI WLPH LQ ZKLFK VRFLDO DFWLRQ H[SDQGV UDSLGO\ \HW
SUHGDWHVWKHFUHDWLRQRILQVWLWXWLRQV
6RFLDO DFWLRQ WKXV LV FRQWDLQHG LQ/HYHO DQG LV SUHGLFDWHGRQ WKHHPHUJHQFHRI WKH
VSRQWDQHRXVFKDULVPDRIOHDGHUVKLS :LWKLQ/HYHO VRFLDORUJDQL]DWLRQEHJLQVWRWDNH
SODFHEXWEHFDXVHRI WKH OLPLWV LQNQRZOHGJHDFFRUGLQJ WRRQH¶VERXQGHG UDWLRQDOLW\
WKHUHLVDQDWXUDOLQFOLQDWLRQRIJURXSPHPEHUVWRIROORZOHDGHUVKLS &KDULVPDWLFJLIWV
RI NQRZOHGJH RUDWRULFDO LQFOLQDWLRQ :LOOLDPVRQ  DQG ³RWKHU JLIWV RI WKH ERG\
DQGVSLULW´:HEHUSHQFRXUDJHGLVFLSOHVKLSIURPRWKHUV /HYHOUHSODFHV
VSRQWDQHRXVRUGHUZLWK QRUPDWLYHEHKDYLRXUZKLFKUHVXOWVIURPFKDULVPDWLFOHDGHUVKLS
± LW LV QRW \HW GHSHQGHQW RQ DQ\SULFHPHFKDQLVPRUPDUNHW IXQFWLRQ 7KLV SHULRGRI
WLPH LV SRWHQWLDOO\ PXFK VKRUWHU DQG WKHUHIRUH GHFLVLYH DQG LW H[SODLQV WKH SRLQW DW
ZKLFK ERWK VXFFHVVIXO DQG XQVXFFHVVIXO LQVWLWXWLRQV DULVH ,W LV VKRUWHU EHFDXVH DOO
VRFLHWLHVPD\EHWKRXJKWRIWREHLQVRPHVWDWHRIHYROXWLRQRIFKDQJHQHZLQVWLWXWLRQV
DUHFUHDWHGLQWKHPRVWHFRQRPLFDOO\GHYHORSHGSODFHVTXLWHRIWHQ




WKHRU\ RI WKH ILUP DQG WKH DELOLW\ WR OHVVHQ WUDQVDFWLRQ FRVWV EHFRPH LPSRUWDQW WR
LQVWLWXWLRQDO VXFFHVV 6WLOO/HYHO LV DFULWLFDO MXQFWXUH LQ WKHFUHDWLRQRI LQVWLWXWLRQV
/LNH+D\HN¶V  EHOLHI WKDW QR RQH SHUVRQ FDQ XQGHUVWDQG WKH FRPSOH[LW\ RI DOO
SRVVLEOHRXWFRPHVRIDQRUJDQL]DWLRQDOVWUXFWXUHDQGWKHUHIRUHFDQQRWFKRRVHDGKRFWKH
EHVW SRVVLEOH RXWFRPH LQVWLWXWLRQV ZKLFK DUH FUHDWHG YLVjYLV QRUPDWLYH EHKDYLRXUV





SDSHU 2QHPD\ QRWLFH WKH JDS LQ )LJXUH  KDV EHHQ ILOOHG ZLWK WKH QHZO\ SURSRVHG
RULJLQ RU LQVWLWXWLRQV EDVHG RQ FKDULVPDWLF OHDGHUVKLS 7KLV XQLILHG WKHRU\ RI
GHYHORSPHQW DOORZVIRUDQDSSURDFKWRLQVWLWXWLRQ EXLOGLQJ DQGGHYHORSPHQWWRKDSSHQ
E\UHPRYLQJWKHVSRQWDQHRXVQDWXUHRIRUGHULQWKHFUHDWLRQRILQVWLWXWLRQV± UHSODFLQJLW
ZLWK FKDULVPDWLF OHDGHUVKLS 7KLV XQLILHG PRGHO VKRZV KRZ VRFLHWLHV HYROYH IURP D
SODFH RI VLQJXODULW\ DQG HDUO\ *HPHLQVFKDIW WR KLJKO\ HYROYHG LQVWLWXWLRQV RI
*HVVHOVFKDIWRUGHU
)LJXUH8QLILHGWKHRU\RIGHYHORSPHQW
ϲ >ĞǀĞů ŽŶĞ ŝƐ ĂŶ ŝŵƉĞƌĂƚŝǀĞ ŝŶƚĞŐƌĂů ƚŽ ŽƵƌ ŵŽĚĞů͕ ĂƐ ŝƚ ĂůůŽǁƐ ĨŽƌ ƚŚĞ ĐŽŵƉůĞƚĞ ƚƌĂŶƐĨŽƌŵĂƚŝŽŶ ŽĨ









TXDOLWLHV RI WKH FKDULVPDWLF OHDGHU +HUH WKH VSRQWDQHRXV QDWXUH RI FKDULVPD LV OHVV




7KH LGHQWLILFDWLRQRIFKDULVPD LQ WKHFUHDWLRQDQGDGRSWLRQRI VXFFHVVIXOGHYHORSPHQW
SURMHFWVFDQEHVHHQDVDQH[WHQVLRQRI:RROFRFN¶VYLHZVRQWKHSDUDPRXQW UROH
VRFLHW\ SOD\V LQ WKH VXFFHVV RI DQ\ GHYHORSPHQW SURMHFW KH VWDWHV ³7KH VRFLDO
UHODWLRQVKLSV LQ ZKLFK FLYLF DQG HFRQRPLF OLIH LV FRQGXFWHG PDWWHUV JUHDWO\ EXW WRR
RIWHQ LQIOXHQWLDO WKHRULVWV DQGSROLF\PDNHUVKDYH UHJDUGHG LW DV HSLSKHQRPHQDORURI
OLWWOHFRQVHTXHQFHLQVKDSLQJWKHIRUWXQHVRIGHYHORSLQJDQGWUDQVLWLRQDOFRXQWULHV´
S 7KRXJKFKDULVPDWLFOHDGHUVKLSJRHVIDUEH\RQG:RROFRFN¶VFDOOIRUWKH
LQFOXVLRQ RI VRFLDO FDSLWDO WKHRU\ LQ GHYHORSPHQW VFKHPHV VRFLDO FDSLWDO RU WUXVW DQG
UHFLSURFLW\ IRXQG LQ VRFLDO LQWHUDFWLRQ 3XWQDP   LV D SUHUHTXLVLWH IRU WKH
OHJLWLPDF\RI FKDULVPDWLF OHDGHUV :KLOH VRFLDO FDSLWDO DQG RWKHU IRUPV RI FRPPXQLW\




,W KDV EHHQ DUJXHG KHUH WKDW WKH VSRQWDQHRXV RUGHU RI JRYHUQDQFH DQG WKH FUHDWLRQ RI
IRUPDODQGLQIRUPDOLQVWLWXWLRQVDUHQRWVSRQWDQHRXVDWDOO 7KHFDVHKDVEHHQPDGHWKDW
D SUDJPDWLF JDS H[LVWV LQ 1,( ZKHUHDERXWV QR SUHYLRXV FRQQHFWLRQ FRXOG EH PDGH
EHWZHHQ WKH VHHPLQJO\ VSRQWDQHRXV DFWLRQV LQ VWDUWLQJ LQVWLWXWLRQV :HEHU LGHRORJ\
VXSSRUWV WKHQRWLRQWKDWWKHVSRQWDQHLW\GRHVQRW OLHZLWKLQWKHFUHDWLRQRI LQVWLWXWLRQV
UDWKHU LW LV IRXQGZLWKLQ WKH HPHUJHQFHRI VRFLDO OHDGHUVKLS 7KLV VKLIW DOORZV IRU WKH
H[LVWHQFH RI VSRQWDQHLW\ ZLWKLQ WKH WKHRU\ EHFDXVH LW LV HIIHFWLYHO\ PRRW 7KDW LV
VSRQWDQHLW\FDQH[LVWEHFDXVH LWQR ORQJHU LQWHUIHUHVZLWK WKH1,(¶VDELOLW\ WRSURSHUO\
H[SODLQ KRZ LQVWLWXWLRQV FRPH WR EH RU KRZ WKH\ PD\ EH GLUHFWHG WR HPHUJH LQ OHVV
GHYHORSHG SODFHV %HFDXVH VSRQWDQHLW\ LV H[DQWH 1,( FDQ EH VDLG WR EH D FRKHVLYH





GHYHORSPHQW SURJUDPV LV H[DPLQHG DQG IRXQG WR VXSSRUW WKH QRWLRQ WKDW HPEHGGHG




WKH VWDUW RI D GHYHORSPHQW SURMHFW  )XUWKHUPRUH WHFKQRORJLFDO DGYDQFHPHQWV ZLOO
XQGRXEWHGO\ORZHUWKHWUDQVDFWLRQFRVWVIRUUXUDOGHYHORSPHQWLQWKHIXWXUH
,W LV WKHUHIRUH DUJXHG WKDW WKH FUHDWLRQ RI LQGLJHQRXV RU WUDQVSODQW RI H[LVWLQJ
LQVWLWXWLRQV LV FRQWLQJHQW XSRQ WKH *UDQRYHWWHULDQ  LGHD WKDW DOO PDUNHW
WUDQVDFWLRQV DUH URRWHG LQ VRFLDO HPEHGGHGQHVV RI OHDGHUVKLS DQG UXUDO GHYHORSPHQW









DQG HPSLULFDO REVHUYDWLRQV IURP ILHOG DQG HFRQRPLF H[SHULPHQWV DUH VROYHG
)XUWKHUPRUH VKH KLQWV DW WKH LPSRUWDQFH RI OHDGHUVKLS LQ WKH YHU\ HDUO\ VWDJHV LQ
VXFFHVVIXO HFRQRPLF GHYHORSPHQW LQVWLWXWLRQV VKH VWDWHV ³6XFFHVVIXO VHOIRUJDQL]HG
UHVRXUFH UHJLPHV FDQ LQLWLDOO\ GUDZ XSRQ ORFDOO\ HYROYHG QRUPV RI UHFLSURFLW\ DQG
WUXVWZRUWKLQHVVDQGWKHOLNHO\SUHVHQFHRIORFDOOHDGHUVLQPRVWFRPPXQLW\VHWWLQJV´S






7KH VSRQWDQHRXV FUHDWLRQ RI LQVWLWXWLRQV YLVjYLV WKH FKDULVPDWLF OHDGHU GRHV LQ IDFW
WDNHDJUHDWGHDORIWLPH± GHFDGHVFHQWXULHVPLOOHQQLD+RZHYHUEHFDXVHFKDULVPDWLF





ϳ dŚĞ ĂǀĂŝůĂďŝůŝƚǇ ŽĨ ƐƵƉĞƌĨĂƐƚ ďƌŽĂĚďĂŶĚ ŝŶ ƌƵƌĂů ĂƌĞĂƐ ŚĂƐ ƚŚĞ ƉŽƚĞŶƚŝĂů ƚŽ ŐƌĞĂƚůǇ ŝŵƉĂĐƚ ŚŽǁ
ŝŶƐƚŝƚƵƚŝŽŶƐ ƉƌŽŐƌĞƐƐ ĂŶĚ ŝŵƉĂĐƚ ƌƵƌĂů ĚĞǀĞůŽƉŵĞŶƚ ĞĨĨŽƌƚƐ͘  tŚŝůĞ ƚŚĞ ĞǀŝĚĞŶĐĞ ŽŶ ƚŚĞ ƌĞĐĞŶƚ
ĂǀĂŝůĂďŝůŝƚǇŽĨƐƵƉĞƌĨĂƐƚďƌŽĂĚďĂŶĚĂŶĚŝƚƐŝŵƉĂĐƚŽŶƌƵƌĂůŝŶƐƚŝƚƵƚŝŽŶƐĂƌĞŶŽƚǇĞƚĚĞĨŝŶŝƚŝǀĞ͕ŝƚǁŝůůůŝŬĞůǇ
ŝŶĨůƵĞŶĐĞ ƚŚĞ ƌŽůĞ ƚŚĂƚ ĐŚĂƌŝƐŵĂƚŝĐ ůĞĂĚĞƌƐŚŝƉ ŚĂƐ ŝŶ ƉƌŽũĞĐƚƐ͖ ƚĞĐŚŶŽůŽŐŝĐĂů ĂĚǀĂŶĐĞŵĞŶƚ ĐĞƌƚĂŝŶůǇ
ŵĞƌŝƚƐĨƵƚƵƌĞƐƚƵĚǇŝŶƌĞůĂƚŝŽŶƐŚŝƉƚŽŝŶƐƚŝƚƵƚŝŽŶƐĂŶĚƌƵƌĂůĚĞǀĞůŽƉŵĞŶƚ͘
ϴ KůƐŽŶ͛ƐdŚĞ >ŽŐŝĐ ŽĨ ŽůůĞĐƚŝǀĞĐƚŝŽŶ ǁĂƐŽƌŝŐŝŶĂůůǇ ƉƵďůŝƐŚĞĚ ŝŶ ϭϵϲϱ ĂŶĚ ĐŚĂůůĞŶŐĞĚŵĂŶǇ ŽĨ ƚŚĞ




IRU SURPRWLQJ SURDFWLYH DJHQF\ IURPZLWKLQ H[LVWLQJ VRFLDO VWUXFWXUHV DV DPHDQV IRU
LQFUHDVLQJ WKH SUREDELOLW\ RI SURJUDPPH VXFFHVV  7KH DYDLODELOLW\ RI VXSHUIDVW
EURDGEDQG DQG RWKHU WHFKQRORJLFDO DGYDQFHPHQWV WR UXUDO DUHDV ZKLFK ORZHU WKH
WUDQVDFWLRQ FRVWV DVVRFLDWHG ZLWK FROOHFWLYH DFWLRQ PD\ DOORZ IRU WKH HPHUJHQFH RI
FKDULVPDWLF OHDGHUVKLS WR RFFXU YLUWXDOO\ WUDQVFHQGLQJ WUDGLWLRQDO VSDWLRWHPSRUDO
EDUULHUV
)XWXUH HPSLULFDO VWXGLHV RQ WKH WKHRU\ RI FKDULVPDWLF OHDGHUVKLS DQG LWV LPSDFW RQ
GHYHORSPHQWSURMHFWVPXVW EHPLQGIXO LQ WKH DFFRXQWLQJ RI WKH VSRQWDQHRXVQDWXUHRI






GLUHFWLRQ 3DUWLFLSDQWV LQ VWXGLHV RI WKH HIIHFW RI FKDULVPDWLF OHDGHUVKLS RQ UXUDO
GHYHORSPHQWSURMHFWVPXVWEHOHIWXQDZDUHRIDQ\LQIRUPDWLRQZKLFKPD\LQIOXHQFHRU
ELDVWKHLUEHKDYLRXU± WKLVLQFOXGHVYDQLW\
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